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Yesterday | received an ostiensibly secial call from Sherron Smuk Wadians. 3 Housten effice awem who
works in the CFO's proug at cur large audin ciient. Enron. Afier some small walk sbout current events such
25 the job market ang tast week's CEQ resignation at Enron. she asked mwe if | knew much azout somce of
Erron s recent structured transactions. | iold her | did not, having ncvey worked on the Enron job. but that
1 hod general knowledee about many of the related issues from my work on other marketiog and trading
clients. Although she seemed iniialhy reluctant o ger o the details with me. an Anhur Andersen audit
parines. she obviously wanted 2 “sounding board” with whom she eould discuss cerain of her concerns
related 1o a so1 of Ernron transacuons, and Fiold her 1'd be happy to liston

Sharron then told inc she was cencemed a»out the propricny of accounting for ecnain related-party
Lanszctions. The tronseciivay i uestion were. based on our discussons, with an eatity with & name
samething like “LIM™_ wineh was at the tinie of the transacuens at least panly owned by Ancy Fastow.
Enren’s CFO {and her current boss). She later tald mc thas Fastow's micrest in "LIM™ has since been sold
tc Michael Copper. an Enron aium. 1 2lso undersiood by ner tone that ine potentially sensitive transacuons
were dens within the last couple of vears. Sherron seemed even more agitated about the Lransaclions”
accounting becaasc she perecives the related footiote disclosures in the compam s contolidated tinancizl
statements were difficuit to understand and gid not 1ell the “whalc sion ™

Afier some investigatinve work sisee her retum to Fastow’s group. she reporediy had discussed some of her
concerns with Enron’s general counsel eflice (she dud not name thw indinidual). That indivicual had
assured her that AA gnd Enron's evicmal counsei (Vinson & EIkimns) hagd reviewed the ransactuons
accounting ond financial stoicment disclosures ang that they were sure there was nc improprcty At that
point. I mentioned to Sherron that many people inside and outside the company assurme we hzve seen every
ermall Lransaction wad OKd the accounting. swhich for many measons, polenialh includiog immateraldiy, is
ofien not 1ruc. Sacrron undarsiood this. but assured me the dotlars involved {approximaicly 5500 million)
were material. even to {2 compans as large as) Enron. Basad both on the type and size of the transactions.
Sherron 10l¢ me she was concemed cnough about these issucs thatl she was goine 1o discuss neny with ken
Lav. Enron’s Charman on Wednesday, August 22, 2001
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Bascad on our foligvving discussions. her rerceplions ond congomE wore:

I summan. Sherron couldn 't engerazng how Enron comid. with is own capual stock. repanediv add
1¢ the colinterar uaderivne 2o ceheztion owee to Enron from o rolaied pary without recopnizing in its
financial ssatements either 23 tie relzted Enron stock distributions or contribuiions 1o tiat relared sarn
ar bl the bigh-tceh i estment losses suck related-parn ohliySton nas supposedh protacling agains:
1M, anamesiment eompany fermicsly owned ot icast pamially by Ardy Fastew (CFO of Enton), was
fermed te entet inte various structured transachons with Enron. | understood frem Sherven thas one
such iransacuon invelhe tw hedzing of conain of Enron’s imvostmenis in highetech companics. Sines
these high-tech mvestment valoes e deelined. Enran's hedge from LIM has increased in value. thus
putting LM on the haok for 5 polvntially farge habihne to Lnron, Supporiing this hedyring
arrangemant. Savreon desenbod 1o me that LM was initially capraiizod in large pzr with Enron stock.
which has also significantly dechined in vaiue sinee vearend 2000, Well afier LIM’s formation. and i
response lo tis resilting reduction in wtal LIM asset vidue, hor nvestiganive inceinies had pleced
topether 2 vem trouklosonne scenane Siw perecived that Evron was puniee additional Enror stock
inte LIM tthe exact meshomsm « sales. contributions. exchanges or othervise ~wasn't clear from our
conversaiion). prmariiv te poister LIM s perceived abiiny to repas obhigations thar wiil be owed 1o
Enron a1 some future Sate However. according te Sherron. these additional Enron stock
contribanens/issuzizes to LIM did not appesr (o by recorded un Enron’s books, | informed Sierron |
enuld not comment because | was obviously unfamibar with the facts behind boti the formarnion and
cngoing opurations of LI

She assencd that the Enren finsneial-staiement disclosuree redated 1o the Fastow investmeni-company
relztionships and transacuons were (puring it kindly) hard to understand and incomplcte. A §500
mllion gain from the LIM contractis) was purported)y identified in inmenin: financial disclosures,
However. acearmg 10 Sherren. it was nat clear in the disclosures that the $300 million sain on
Enron’s books from the Foztow agreement (through LIM) aciually offsct other iosses on Enron’s
investments in vanous high-tech svestments The potential collztcralizanon’eolioctipilin: tssucs bohind
the LIM othiation i Shasrom poweened e a prodlem were olsa nol spedled pul. 1 did nat attempt o
cominn these disciosure assermions ™ pulling Enron's Vorm 10-k or 1-027s (bni sec docwmen:ation of
CNEsEOmen! icam discussions bolow ),

She alse asserted that, at tha 1ime o7 the recont sale 1o M Copper. she had mentioned 1o others that
LIM must have had “ven limited™ stockholders” cquity and riust hove been an unsuccesstul

investment for iis swher(s) Diterrad thar she thouyht Mr. Copper’s purchuse prce must have been
relatnvedy small. tor oo or morye of The tollowing reasons: a} LIM owzd so much 1o Earen. o7 b) the
company had so fow other asseis o 21 1 only had asscts such as Enren stock tha: hod declined so much
in value since LIM s inception. However, she zisc assened tha: she had been told that mosL if not all,
of LIM’s cquity had beom distibutad to its sharchelger(s) finciuding Fastow and CIBC. an indupendent
banking organization varclated to Enron| concurrently. er shontv after, w18 original formwntion.

Based on our discussien. ) iold her she appeared to have some rood gucstrions. | emphasized that T wgs
winvehved i the sssues o ol ang therefore waable 1o enve e ame defnatve advice of conelusions on
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inese maners, espetiath warhout snoaanp all the facts, whach sne uncsteond Howeizt b encoumned ker
10 diszuse these rssues with 3nvens i the compamy who eoeld satist Rer 2nour 1ne s2couniae and
disclesureés reiziod 10 these transzinons  1ield hor that L admired hor “siandeup’ anrude and that corporate
IRLZOSPRCTIEN SBOLT RS SO G Beduunieg 4nd ISPANE e acs Clien was wvn hkalthy and should aet be
surpressed  She motne eovtinuned to wpaatc me zbout her discussons with ke L2y nor requesied
emvitng funther from me

Irnediatelv ofter my digeosstton wath Sherron on Augast 200 1 relived the essenee of her asserted coreems
1o Bl Swanson 1ABA pracuce director). Dave Duncan (Baron eneasemant pariner) and Deb Cash (13
panner on several of the rrading sepmanie at Soront. On August 21, we all added Mike Odom, practicy
girector. to the discuss:ons. and agrewd 10 consult with our firm’s kezad 2d isor abowt what actions te take
n response e Shorron’s ciscussion of potennad accounting ang disclosury: issuss with mo.
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